COMMONWEALTH of VIRGINIA TREASURY BOARD
GUIDELINES FOR REGIONAL JAIL PROJECTSREIMBURSEMENT

Issue Date: February 19, 1998

(These guidelines amend and supersede the
guidelines adopted March 16, 1994 and amended
October 19, 1994.)

STATUTORY AUTHORITY: "' 53.1-80 through 53.1-82 of the Code of Virginia of 1950
as amended.

SUMMARY:

The Guiddines are issued pursuant to ' 53.1-82.2 of the Code of Virginia of 1950, as amended (the
"Code"), which was created during the 1993 Session of the General Assembly to establish a method of
reimbursement for a portion of the capita costs of ajail project, made pursuant to Code '' 53.1-80,
53.1-81 or 53.1-82. Code ' 53.1-82.2 dlowsthe Generd Assembly, upon recommendetion from the
Depatment of Planning and Budget, to determine whether to reimburse one or more localities or a
regiond jal authority or other combination of locdities, either in two lump sum payments, over time
through a contractua arrangement between the localities or authority, and the Treasury Board or in one
lump sum payment to be made upon completion of the project by the Virginia Public Building Authority
(the “VPBA™) pursuant to Section 2.1-234.13 of the Code. The Code amendments were a result of

recognition that the Commonwedlth would be unable to remburse dl loca governments on alump sum
basis for a portion of their capitd costs due to the large number of gpproved jail facilities for which

reimbursement would soon be sought. The provision for rembursement through the VPBA was
enacted by the 1996 Sesson of the General Assembly and resulted in the subsequent approva of

reimbursements through the VPBA.

The Treasury Board's duties as described in Code ' 53.1-82.2 and 53.1-82.3, are to determine the
amount of reimbursable financing cogts and cdculate the periodic reimbursement ingtalment amounts
(the "Treasury Board Regiona Jail Financing Program™). Code'*' 53.1-80 through 53.1-82.3 describe
the procedures which locdities and regiond jal authorities must follow in order to request
reimbursement. These Guiddines describe the method by which the Treasury Board will calculate the
rembursement ingalment amounts to be st forth in a Rembursement Agreement. These Guiddines
are dso intended to ad locdlities and regiond jail authorities in structuring and issuing debt or other
obligations to finance their jal faclities. These provisons are Guidelines only and are not intended to
have the force and effect of law.

Attached as Appendix A hereto is an gpplication form to be completed and submitted pursuant to Code
' 53.1-82.3 by any locdlity or regiond jail authority seeking reimbursement pursuant to Code' ' 53.1-
80, 53.1-81 or 53.1-82.
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Definitions: Capitalized and non-capitdized terms used herein which are not hereinafter
defined shdl have definitions as assgned in the Municipad Securities Rulemaking Board's
Glossary of Municipa Seaurities Terms, or Code ' ' 53.1-80 through 53.1-82.

Bond Rating. The assessment, typicdly by a nationdly recognized rating agency, of the
willingness and &bility of an issuer to pay debt service in full and on time for a pecific bond
issue or obligation.

Capital Costs. Capital costs as described in Code' 53.1-82.2(D), include, but are not limited
to, actud condruction codts, codts of land acquisition, if the land purchased is used exclusvely
for gting a jail facility, architectural and engineering fees, and fixed equipment. These codts do
not indude adminigtrative costs nor a financia advisor's, an investment banker's or attorney's
fees incurred by local governments or, except in the case of minimum security facilities, loose
equipment or furnishings. The amount of gpproved capitd costs is determined by the
Commonwedth Board of Corrections.

Capitalized Interest Fund. A fund inwhich a portion of the proceeds of an issue are set asde
to pay interest on the securities for a specified period of time. Interest is commonly capitaized
for the construction period of a revenue-producing project. In an accounting sense capitalized
interest is the interest expense paid during the congtruction period (net of income earned on
congtruction funds) which is added to the book value of the asset being built.

Certificates of Participation (COPSs). A long-term contractud obligetion which is usudly not
legdly considered debt, in which investors purchase the right to receive a proportionate share of
lease payments made by a lessee to a lessor under a capita lease for certain property. Lease
payments are subject to appropriation.

Congruction Fund. A fund into which bond proceeds are deposited and withdrawn to pay
congiruction costs. Interest earnings on the congtruction fund often are applied to congtruction
codts to reduce the Sze of a securities issue. Any moneys remaining in the congtruction fund
after the completion of the project are used to pay debt service requirements.

Corrections Standards. The Standards for Panning, Design, Congtruction and
Reimbursement of Loca Correctionad Fecilities promulgated and issued by the Board of
Corrections as may be amended or revised from timeto time.

Debt Service Reserve Fund. The fund into which moneys are placed which may be used to
pay debt serviceif pledged revenues are insufficient to satisfy the debt service requirements. The
debt service reserve fund may be entirely funded with bond proceeds, or it may only be partly
funded a the time of the issuance and dlowed to reach its full funding requirement over time,
due to the accumulation of pledged revenues. If the debt service reserve fund is used in whole
or pat to pay debt service, the issuer usudly is required to replenish the funds from the first
available funds or revenues. A typica reserve requirement might be the maximum aggregete
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annua debt service requirement for any year remaining until the bonds reach maturity. The sze
of the reserve fund, and the manner in which it is invested, may be subject to arbitrage
regulations.

Financing Costs. Financing costs, as described in Code ' 53.1-82.2(E), are the totd of all

cogs incurred by the regiond authority, locdity or combination of locdities as are deemed

reasonable and necessary by the Commonwesalth Treasury Board to execute the financing of the
Commonwesdlth's payment of capital costs and to fund such funds and accounts as the Treasury
Board determines to be reasonable and necessary.

Reimbursement Agreement. The contractuad agreement described in Code ' 53.1-
82.2(A)(2) entered into by the Treasury Board and gpproved by the Governor, on behaf of the
Commonwedth, and the regiond jail authority, locdlity or combination of locdlities undertaking a
jal project. Such Agreement will contain a schedule of the rembursement ingtalment amounts
calculated pursuant to Code' 53.1-82.2 and these Guiddines.

Security. Any note, bond, certificate of participation (COP), debenture, investment contract or
financid instrument issued by an authority or locdity for the purpose of financing ajail facility or
aportion of ajal fadlity.

SNAP. Commonwedth of Virginia State NontArbitrage Program. SNAP includes a
professonaly managed money market mutua fund which provides issuers with a convenient
method of pooling bond proceeds for temporary investment pending their expenditure and with
record keeping, depository and arbitrage rebate cal culation services.

Requirements: Rembursement ingdlment amounts will be cdculated pursuant to the
parameters and requirements set forth herein. The Treasury Board, in its sole discretion, may
deviate from the aforementioned parameters and requirements if the Board determines that
conditions warrant such action.

Professional Staff: The Department of the Treasury provides staff support to the Treasury
Board. In addition, the Treasury Board may secure the services of a Specia Counsdl and a
Financid Advisor to assg it in the performance of its duties under the Regiond Jal Financing
Program.

Expenses: All expenses incurred by the Treasury Board, including those of Special Counsdl
and Financid Advisor, relaing to processing a specific reimbursement request submitted by a
regiond jail authority, locality or combination of locdities undertaking ajail project, shdl be paid
by the requesting locdlities or authority. Expenses include, but are not limited to, fees and
expenses of the Financid Advisor rdating to cdculation of rembursement installment amounts
and fees and expenses of the Specid Counsdl and Financid Advisor relating to executing the
Reimbursement Agreement. Expenses may be paid up-front by the requesting locdities or
authority or may be deducted from amounts reimbursed by Treasury Board.
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Description of the Application: Attached as Appendix A to these Guiddinesisthe Treasury
Boad's Amortized Reimbursement Funding Request application. The purpose of this
goplication is to obtain certain generd information concerning localities requests for amortized
reimbursement funding for approved loca or regional jail projects as described in Code' 53.1-
82.3. Information provided in the gpplication will be utilized by the Treasury Board and the
Department of Planning and Budget in evaluating requests and preparing recommendations for
funding such projects.

Application Submission Dates. Applicaions are to be submitted to the Governor on the
dates described in Code ' 53.1-82.3 for locdlities or authorities requesting rembursement for
jal projects.

Application Package: A regiond jal authority, a locdity or a combination of locdities
undertaking ajall project must submit a complete application package to the Governor in care
of the Department of the Treasury. The gpplication package should contain the completed
Amortized Reimbursement Funding Request, a form of which is attached as Appendix A, and
other information, correspondence and documentation described therein.

Amendments to the Application:  Any necessary amendments shal be made as soon as
posshle after the origind submisson. Materid changes or submisson of documentation
required to complete an application must occur prior to the first day of the month of October
immediately following the date the gpplication was submitted.

PART Ill - CALCULATION OF AMORTIZED REIMBURSEMENT INSTALLMENT
AMOUNTS

31

After a regiond jal authority, locaity or a combinaion of locdities seeking date assstance
submits an application to the Governor in care of the Treasury Board in accordance with the
schedule et forth in Code ' 53.1-82.3, the Treasury Board will review such application and
await notification from the Department of Corrections as to the amount of approved Capita
Codgts. The gpproved amount of reimbursable Capita Costs determined in accordance with
Corrections Standards and the Code will be used as the base amount in caculating the
reimbursement ingtalment amounts.

The Commonwedth will reimburse a portion of the Financing Codts incurred by the locdlity,
locdities or regiond jail authority or other combination of locdities on a case by case basis
within the parameters set forth below.

Jail Projects Financed by Securities Issuance: If a regiond jal authority, locdity or
combination of locdities issues securities to finance its obligation relaing to a jail project,
reimbursement ingtalment amounts will be caculated within the following parameters
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The Treasury Board will andlyze the terms and structure of the relevant securities issued
to finance the jal project. The terms and structure of the cdculation of the
rembursement inddlment amounts will pardld the terms and dructure of such
securities, to the extent deemed reasonable and necessary pursuant to Code ' 53.1-
82.2. Theactud coupon rates and yields achieved by the locality or authority upon sale
of its securitieswill be used to cdculate the rembursement instalment amounts.

If aregiond jall authority issues securities to finance ajail facility and the Reimbursement
Agreement is executed by the regiond jail authority on behdf of its members, the
coupon raes and yields on the authority's securities will be used to cdculae the
rembursement ingtadlment amounts.  Accordingly, the terms and dructure of the
authority's securities will be reviewed to determine other Financing Codts.

If a angle locd government, palitical subdivison thereof, or any combination of locd

governments issues securities to finance ajail facility and the Reimbursement Agreement
is executed by aloca government on behdf of itsdf or any other combination of loca

governments, the coupon rates and yields of the locdity's securities will be used to
cdculate the reimbursement inddlment amounts.  Nothing in these Guiddines is
intended to prevent the execution of a Reimbursement Agreement in conjunction with
the sdle of COPs. Accordingly, the terms and Structure of the locaity's securities will

be reviewed to determine other Financing Costs.

The approved portion of Capita Costs and Financing Costs will be amortized at the
Treasury Board's option over a period not to exceed twenty (20) years for the purpose
of cdculaing the rembursement ingalment amounts. The Treasury Board, in its sole
discretion, may recommend a period in excess of twenty (20) years if amortizing
reimbursement over such extended period benefits the Commonwedl th.

Pursuant to the Code, the Commonwealth will reimburse a portion of the gpproved
Capita Costs as determined by the Board of Corrections. The Board of Corrections
may approve dl or a portion of costs associated with separate portions or phases of a
jal project. Different securities may be issued to finance separate portions or phases of
ajal project. Accordingly, only those Financing Cogts associated with the securities
issued to finance gpproved Capitd Codts or portions thereof, will be utilized by the
Treasury Board in cadculaing the rembursement ingtallment amounts.

The closing costs and issuance costs which qudify as Financing Cogts will be only those
which relate to the issuance and sde of the securities. Any costs associated with the
formation, gpproval and adoption of any agreement among participating localities
relating to the formation of an authority or any contractua corrections agreement; and
other costs which do not relate to the issuance of the securities will not quaify as
Financing Codts.

The entire amount of the gross spread will quaify as a Financing Codt if the locality's or
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authority's securities are sold on a competitive basis. If such securities are sold on a
negotiated bass, the Treasury Board in consultation with the Financid Advisor will
determine the amount of such spread which will qualify asaFinancing Cog. In atypica
negotiated sale, the gross spread, or underwriters compensation, will consst of four
components. takedown; management fee; expenses and underwriting fee (risk). If the
gpread includes clearance fees or underwriter's risk, such cogts will in most cases not
qudify as Financing Codts. The Treasury Board, in consultation with the Financid
Advisor, will andyze each of these components as they relate to the circumstances
surrounding each individud issue to determine the amount of igible Financing Coststo
be reimbursed by the Commonwedlth.

(6) If the securities structure includes a reasonable and necessary Debt Service Reserve
Fund ("DSRF") and that fund qudifies as a Financing Cog, a proportional DSRF will
be included in the caculation of the reimbursement ingtallment amounts. In cases where
debt service is subject to annud agppropriation, a DSRF will qualify as a Financing Cost.
The caculation of the rembursement ingtalment amounts will incorporate an estimate of
the earnings rate on the DSRF over the duration of the amortization period. In the event
the DSRF is invested for a term equd to the find maturity of the securities, the
Commonwedth will use the rate obtained by the regiond jal authority, locality or
combination of locdities on its own DSRF. In the event the DSRF is invested for a
shorter duration than the find maturity of the securities, the Commonwedth will use the
lower of the @ arbitrage yield limit of the securities or b) current market rates for
permissible invesments pursuant to the governing indenture or resolution under which
the securities were issued.

) If the securities structure includes a Capitdized Interest Fund, or other smilar fund, such
fund will in mogt cases not qudify as a Financing Cogt. If such fund does qudify as a
Financing Cod, a proportiond fund will be included in the caculation of the
reimbursement ingtalment amounts

(8 If the securities structure includes a Congtruction Fund, or other smilar fund, into which
the proceeds of the securities will be deposited and if the Size of the securities offering
was adjusted for expected earnings on proceeds held in such fund ("Net Funded
Congtruction Fund™), the cadculation of the rembursement ingtallment amounts shdl be
amilaly adjusted. The reimbursement ingtalment amounts will be caculated based on a
Net Funded Congtruction Fund using the estimated draw schedule furnished by the
regiond jail authority, locdity or combination of locdities, and an interest rate equd to
the average return on the short-term SNAP portfolio for the latest month ending at least
fifteen days prior to the date of the Reimbursement Agreement. In the event the
Congtruction Fund isinvested with a guaranteed rate of return, the Commonwesdlth shall
include asmilar rate of return in its caculation.

3.2 Jail Projects Financed by Method Other Than Securities Issuance: If aregiond jal
authority, locality or combination of locdities does not issue securities but pays its obligation
relating to a jail project on an out-of-pocket or pay-as-you-go bass, reimbursement ingalment
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amountswill be caculated within the following parameters:

@)

2

3

Pursuant to the Code, prevailing double-A coupon rates for bonds issued by the
Commonwedlth will be used to caculate the reimbursement ingtallment amounts. The
rembursement inddlment amounts will be caculated by examining the gppropriate
double-A yidd scde published fifteen busness days prior to the dae of the
Reimbursement Agreement by the Delphis Hanover Corporation ("Dedphis’). The
relevant double-A yield scde utilized will be based upon a Delphis scae that has been
adjusted to reflect the actud yields obtained for dl double-A bonds of Commonwedlth
agencies sold within the prior year. Only the obligations of Commonwedth agencies
which are daffed by the Department of the Treasury shdl be utilized. Such average
scae will be determined by the Tressury Board, in consultation with the Financia
Advisor.

The approved portion of Capita Costs and Financing Costs will be amortized a the
Treasury Board's option over a period not to exceed twenty (20) years for the purpose
of caculating the rembursement instalment amounts.

Pursuant to the Code, the Commonwedth will reimburse a portion d the approved
Capital Costs as determined by the Board of Corrections. The Board of Corrections
may approve al or a portion of costs associated with separate portions or phases of a
jal project. Different methods may be used to finance separate portions or phases of a
jal project. Accordingly, only those Financing Costs associated with the financing
method used to finance approved Capitad Costs or portions thereof, will be utilized by
the Treasury Board in calculating the reimbursement ingtalment amounts.

Modification of Reimbursement Installment Amounts. The Treasury Board may dect to
modify the reimbursement ingdlment amounts, as permitted under the Reimbursement
Agreement, within the following parameters:

@)

2

If aregiond jal authority, locdity or combination of locdities refunds, defeases, or
redeems dl or a portion of the securities issued to finance its obligation reling to ajall
project, the Treasury Board may recaculate the rembursement ingalment amounts
such that the revised reimbursement ingtalment amounts reflect the Commonwedth's
proportiond share of the annua net present value debt service savings achieved.

If upon completion of congtruction of the jail project, or at any other time, the Board of
Corrections increases or decreases the approved reimbursement amount, as defined in
the Reimbursement Agreement, or if the regiond jail authority, locdity or combination of
locdlities receives financid assistance for Capital Codts of the jail project from the
Department of Crimina Justice Services or from other public fund sources outsde the
provisons of Code ' 53.1-80 e s2q., the Treasury Board may recdculate the
rembursement instalment amounts based upon the revised amount, if any, of gpproved
Capital Costs and pursuant to the methods discussed in Sections 3.1 and 3.2 of these
Guiddines. In the event that the Treasury Board, or the VPBA acting on its behdf, has
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prepaid its reimbursement ingtalment amounts pursuant to Section 3.3(3) hereof, the
Treasury Board may recdculate the amount of the prepayment to be refunded to the
Treasury Board or the VPBA pursuant to the methods discussed in Sections 3.1, 3.2
and 3.3 of these Guiddlines.

The Treasury Board may eect to prepay its amortized reimbursement ingtdlment
amounts in advance. In this event, and subject to gppropriation by the Generd
Assembly or issuance of bonds by the VPBA for the repayment of dl or a portion of
one or more Reimbursement Agreements, the Treasury Board or the VPBA will ddliver
to the trustee, or other third party fiduciary, an amount sufficient to pay; (i) the principd
components st forth in the Reimbursement Agreement; (ii) the interest components set
forth in the Rembursement Agreement through the first cal date of the securities; and
(i) the redemption premium, if any, not to exceed 2% of the remaining principa to be
redeemed. Such amounts shal only be used to pay debt service on the securities, as
long as any are outstanding, subject to the limitations described below. [f no securities
are outstanding, such amounts may be used for any lawful purpose. In the event that the
Treasury Board, or the VPBA acting on its behdf, prepays its amortized reimbursement
ingalment amounts in advance, and such prepayment occurs grior to completion of
congruction of the jal project and determination of the find approved reimbursement
amount, the prepayment amount delivered pursuant to this section may not be used to
legaly defease (but shdl be used to economicaly defease) the applicable securities until
the Board of Corrections has determined the final approved reimbursement amount. In
the event the find approved reimbursement amount is less than the preiminary
reimbursement amount used to determine the rembursement ingtallment amounts st
forth in the Reimbursement Agreement, the Treasury Board may reca culate pursuant to
Section 3.3(2) hereof the amount of the prepayment to be refunded by the locdlity,
authority or combination of locdities prior to legaly defeasing the gpplicable securities.
Notwithstanding the above, a locdity, authority or combination of locdities may use the
prepayment amount to legally defease the gpplicable securities before the Board of
Corrections has determined the find gpproved rembursement amount if, in the sole
discretion of the Treasury Board, satisfactory arrangements have been made to repay
any refund due upon calculation thereof.

In the event the Treasury Board has prepaid its rembursement ingtalment amounts
pursuant to the Reimbursement Agreement and the regiond jail authority, locdity or
combination of locdities subsequently refunds, defeases or redeems dl or a portion of
its obligations prior to the first call date on the gpplicable securities, or receives financia
assigtance for Capitd Codts of the jail project from the Department of Crimind Justice
Services or from other public fund sources outside the provisions of Code' 53.1-80 et
g, the regiond jail authority, locality or combination of locdlities shdl refund to the
Treasury Board, acting as an agent of the Commonwedth, the Commonwedth's
proportiona share of the annua present vaue debt service savings or annud financiad
assgance payment received. Such amount shal be calculated by the Treasury Board,
based upon the revised amount of approved Capital Costs pursuant to the methods
discussed in Sections 3.1 and 3.2 of these Guiddlines.

In the event aregiond jail authority, locdity or combination of locdities sdlls the Project
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after obtaining the consent and gpprova of the Treasury Board and the Department of
Corrections, and regardless of whether the Treasury Board has prepad its
rembursement ingalment amounts pursuant to the Rembursement Agreement, the
regiond jal authority, locality a combination of locdities shdl refund to the Treasury
Board, acting as an agent of the Commonwedlth, a portion of the sale proceeds. Such
amount shal be caculated by the Treasury Board, and shdl be based upon the
percentage of approved Capita Costs reimbursed by the Commonwedth and the ratio
of approved Capital Coststo total actua project costs.

The Treasury Board shdl natify the regiond jall authority, locdity or combination of locdlities of
the proposed revised rembursement ingtalment amounts prior to gpprova by the Treasury
Board. The Treasury Board shdl provide the regiond jail authority, locdity or combination of
locdlities with a schedule of the revised reimbursement ingtalment amounts within seven (7)
business days after Treasury Board approva.

PART IV - STANDARDS FOR REIMBURSEMENT

4.1

4.2

4.3

The Reimbursement Agreement: If aregiond jal authority is established to finance and
condruct a jal facility, the Treasury Board shdl negotiate a Reimbursement Agreement, the
form of which is atached as Appendix B, with such authority. If no such authority is
edtablished, the Treasury Board shal enter into a Reimbursement Agreement, the form of which
is atached as Appendix C, with asingle locdity, or any combination of locdities as appropriate,
acting on behdf of their respective locdlities, as designated in a written agreement by and among
al locditiesinvolved in such jall project.

Reimbursement Payments. Rembursement ingdlment amounts pad pursuant to a
Reimbursement Agreement shal be contingent upon the respective locdity's or authority's
payment of its periodic scheduled debt service requirement on securities issued to finance the
jal fadlity or satisfaction of its periodic scheduled payment obligation pursuant to a contractual
agreement related to such financing.  This provison will not goply to locdities or authorities
eigible for reimbursement pursuant to Section 3.2 above.

The schedule and requirements for rembursement ingalment amount payments will be set forth
in the respective Reimbursement Agreement.  The Treasury Board will make every effort to
develop amutually agreeable schedule with the applicable locdities or authority.

Reimbursement Agreements with Single Locality or Managing Locality Acting on
Behalf of Other Localities. If aregiond jal authority is not established to finance and
condruct a jall facility, and the Treasury Board enters into a Reimbursement Agreement, the
form of which is attached as Appendix C, with a angle locdity, or any combination of localities
as gppropriate, acting on behdf of their respective locdities, as desgnated in a written
agreement by and among dl locdities involved in such jall project, the Treasury Board reserves
the right to adjust such terms and conditions in the Reimbursement Agreement as necessary to
conform such Reimbursement Agreement to the terms and conditions st forth in the contractua
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4.4

4.5

agreement by and among the locdities participating in the jail project.

Such Rembursement Agreement must satisfy the requirements of Section 4.2 of these
Guiddines and mugt indruct and request the Treasury Board and the Commonwedlth as to
whether rembursement installment amounts are paid to each locdity, alocdlity acting on behaf
of dl other participating locdities (the "Managing Locdlity"), or any combination thereof. In the
event the participating locdities request that rembursement ingtalment amounts be paid to a
Managing Locdity, trustee, or other third party fiduciary, the Reimbursement Agreement will be
adjusted to conform to the terms of the contractua agreement by and among participating
locdlities. Such adjustments may be made at the sole discretion of the Treasury Board in
consultation with the Specid Counsdl and Financial Advisor.

Method of Reimbursement: Rembursement inddlment amounts paid pursuant to a
Reimbursement Agreement shdl be paid by check or wire trandfer as described in such
Agreement.

Reimbursement Payments Are Subject to Appropriation: All reimbursement ingtalment
amount payments are subject to the gppropriation of sufficient funds by the Generd Assembly
pursuant to the Code.

PART V - ADDITIONAL INFORMATION

5.1

Contact: A current gpplication form, and assstance in preparation of gpplications to the
Governor as required by the Code of Virginia by locdities, regiond jal authorities or other
combination of locdlities seeking reimbursement for a jail faclity, may be requested by
contacting:

Governor of Virginia
c/o Department of the Treasury
Attn: Director of Debt Management
Regiond Jall Financing Program
P. O. Box 1879
Richmond, Virginia 23218-1879
(804) 225-4927
Telecopier: (804) 225-3187

File Nanme: G ...\ RIF\ ADM N\ GJ DELN98r ev. DOC February 19, 1998



